focuses on simplifying banking by offering a single solution to everyday money management. This has resulted in an increase in client numbers of 489 000 over the past year, to 2.1 million. The number of branches has grown to 371 and this together with increased advertising should result in continued growth in client numbers.
• Loans to the value of R3.7 billion were granted in the last six months. This represents an increase of 20% on the six month period to August 2008 and a growth of 15% against the six months to February. The number of loans granted grew by 4% compared to the six months ended August 2008 to 1.8 million. The growth in sales was driven by an increase in the average loan amount to R2 054 from R1 776. Sales of medium-term products (12 to 36 months) comprised 52% of the total and increased 34% yearon-year. These products comprised 46% of total sales for the six months to August 2008. This implies that we are attracting clients with a higher income level.
• Net loan revenue of R1.2 billion consists of interest, origination fees and monthly administration fees net of loan fee expenses. Loan revenue to gross loans and advances has dropped from 32% for the six months ended August 2008 and 34% for the six months ended February 2009 to 30% due largely to margin-squeeze. The loan revenue was affected by a change in product mix and yields. The yield on the 12 to 36 month products which now comprise 88% of the gross loan book is much lower than the yield on shorter-term products. The longer products are however more profitable over time due to the annuity income and lower costs. Yields on all products have declined following the 350 basis points cut in lending rates by the Reserve Bank since February.
• Commencing July 2009 the loan book has been insured against retrenchment risk in addition to the life insurance which has been in place for several years. This will in time decrease the bad debt expense. Loan revenue is shown net of this cost.
• The increased use of debit cards and electronic banking has led to an increase of 70% in transaction fee income to R212 million. Net transaction fee income as a percentage of operating expenses grew to 20% from 15% in the 2009 financial year. Management intends to drive this ratio to 40%.
• Operating expenditure grew by 26% year-on-year. Operating expenditure for the six months includes the cost of new television and branch advertising. We now employ 3 804 people as compared to 3 190 in August 2008. Since February our staff complement has grown by 390. Capacity has been added at senior level to support continued growth. The growth in the loan book has led to an increase in the resources required to manage collections. A project is underway to centralise monitoring and collections. The benefit of the costs already incurred in this regard will manifest over time.
• The cost to income ratio remained steady at 55% year-on-year but increased from 54% for the 2009 financial year as investment in branch expansion and people development continued. A change in the management incentive structure led to an increase of 1.2% in the cost to income ratio. Also refer to the remuneration section below.
ARREARS AND BAD DEBTS
The gross loans and advances on the balance sheet grew by 37% year-on-year and by 22% from February 2009 to R4.0 billion.
• The loan impairments are calculated at account level based on historical data. Trends are closely monitored and recent patterns and events are given the appropriate consideration.
• The gross loan impairment expense (before recoveries) for the six months increased to R294 million from R249 million for the same period last year. The increase of R45 million included a R70 million increase due to growth in the loan book. The gross loan impairment expense before book growth has decreased by R1 million due to improvement in default rates, R18 million due to improved data history and R6 million due to the valuation being placed on handed-over loans.
• The same comparison in respect of the current six months and the six months ended February 2009 reveals an increase of R29 million in the expense from R265 million to the current level. The increase comprises R26 million in book growth offset by R7 million due to an improvement in default rates. The growth in the valuation being placed on handed-over loans for the six months ended February 2009 amounted to R16 million compared to the R6 million in the current period, bringing the total valuation to R22 million.
• An improvement in default rates has been achieved through strict credit granting criteria and a focus on collections. Credit granting criteria are constantly assessed and amended to ensure that book growth and arrears remain within our risk appetite.
• The arrears to gross loans and advances percentage improved to 7.6% from 9.9% in August 2008 and 10.5% in February 2009.
• The net loan impairment expense as a percentage of instalments due remained constant compared to the year ended February 2009 at 7.2% and improved from 7.5% in August 2008. On short-term products this ratio is a better measure of impairments than the measure against outstanding balances because a large portion of these loans are repaid before monthend and are thus not reflected on the balance sheet.
REMUNERATION
Capitec Bank considers share options to be the appropriate mechanism to reward management. In previous financial years executive and senior management participated in the share option scheme. From the current year the scheme will be restricted to strategic management. Since the 2009 financial year the scheme consists of cash-settled share appreciation rights and share options in equal proportions.
From the 2010 financial year senior managers will no longer participate in the share option scheme but will qualify for a cash-settled performance bonus scheme. The scheme will reward managers based on the growth in headline earnings. In order to ensure that the scheme continues to foster a long-term approach by management the bonuses will be paid out over a three year period. An expense of R5 million has been included in operating expenses for the six months to the end of August.
An incentive scheme exists for all Capitec Bank employees and is based on growth in headline earnings.
FUNDING
We continue to balance our book growth and credit risk appetite against available funding. At 31 August 2009 it would have been possible to repay all retail call savings deposits immediately. The intention of the bank is to be able to repay these deposits within 3 months.
• The fixed-term savings plan that was launched in November 2008 continued to perform well with R800 million in deposits at the end of August. These retail fixed deposits now comprise 27% of our fixed term funding. We aim to maintain this percentage at 40%.
• Wholesale deposits have increased to R2.2 billion. We successfully issued R322 million on the domestic medium term note programme in May 2009. To date we have raised R812 million on this programme which was launched in May 2008. A five year loan of R150 million was obtained from the Norwegian Investment Fund for Developing Countries in July 2009. We continue to increase our funding base to outside the borders of South Africa. All such funding is rand denominated not to be exposed to foreign exchange risk.
CAPITAL
Our risk-weighted capital adequacy ratio is 36% compared to 43% at the end of February 2009 and 45% at August 2008. The disclosure in terms of Regulation 43 of the Banks Act is available on our website. Equity at the end of August 2009 totals R1.5 billion and assets excluding cash, R4.3 billion.
The return on ordinary shareholders equity for the six months is 28% and remains above our goal of 25%.
CREDIT RATING
On 10 September 2009 Moody's Investors Service announced that it has kept the long-term and short-term national scale credit ratings of Capitec Bank Limited, Capitec's banking subsidiary, unchanged at A2.za and P-1.za respectively. The outlook for both ratings remains stable.
The long-term rating reflects a good long-term credit quality and the short-term rating a superior ability to repay short-term debt obligations.
The unchanged ratings are very positive in light of the world economy.
PROSPECTS
Our actions in anticipation of the changing market conditions have delivered the expected results on arrears and bad debts during this reporting period. We will continue to manage our book cautiously given the present economic conditions. We expect to increase new clients for the rest of this financial year as a result of our revised advertising campaign and our branch expansion plan. We are on track to reach 400 branches by February 2010. Wholesale and retail funding has grown according to plan and no changes are anticipated in our ability to access loan capital for future growth.
INTERIM DIVIDEND
The directors will approve an interim ordinary dividend of 55 cents per share on 1 October 2009. The dividend will be payable on Monday, 7 December 2009. The directors believe that a larger part of the total annual dividend should be paid as an interim dividend. It is expected that the total dividend for the current year will grow by a smaller percentage than the interim dividend.
The following dates apply: 
INTERIM FINANCIAL REPORTS
The abridged consolidated interim financial statements are prepared in accordance with IAS 34 -Interim Financial Reporting. The accounting policies applied conform to IFRS and are consistent with those applied in the previous year except for the standards noted below that became effective on 1 January 2009: IAS 1 -Presentation of Financial Statements (revised) and IFRS 8 -Operating segments. The adoption of these standards has no material effect on the results, nor has it required any restatement of the results.
The following items have been reclassified and the reclassification has been applied to prior period figures: The future value of expected recoveries on loans and advances written off of R15.6 million which was previously netted against the impairment provision is included in gross loans and advances. In order to better disclose the nature of transaction fee expenses the loan fee expenses have been disclosed separately. The Group conducts business in banking and in the wholesale distribution of consumer goods. The banking segment incorporates retail banking services, including savings, deposits, debit cards and consumer loans. Wholesale distribution consists of the wholesale distribution of fast-moving consumer goods. The Group's business is conducted within the RSA. 
Commitments

